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Abstract— The banks are the lifelines of the economy and 

play a catalytic role in activating and sustaining economic 

growth, especially, in developing countries and India is no 

exception. Our banking system, at the present juncture is, 

however, facing significant challenges from several quarters. 

This paper focus on the economic landscape and the emerging 

challenges for the banking system at the current juncture. 

Banks are the backbone of every economy. It is very 

important that banks remain healthy financially. This is 

especially true for developing countries like India. "The 

banks are the lifelines of the economy and play a catalytic 

role in activating and sustaining economic growth, especially, 

in developing countries and India is no exception. However, 

India's banks face different kinds of problems, which have 

affected their profitability and financial stability. 
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I. INTRODUCTION 

In the early 1990s the Indian economy, which was hitherto 

protected, saw the forces of liberalization, privatization and 

globalization being unleashed in the business environment. 

Contemporary to all these developments, the Indian Banking 

sector saw the advent of a new generation of banks – the 

private sector banks. The private banking in that context was 

viewed as a brand new approach as these banks were able to 

bypass the structural and other shortcomings of the public 

sector. Unfortunately the public  sector  banks,  which  had  a  

useful  role  to  play  earlier  on,  faced deteriorating 

performance during that period.  In fact, the nationalized 

sector had outlived its utility. The public sector banks became 

burdened with unwelcome legacies; customer service faced 

casualty; need for computerization along with networking 

among the vast branch network was urgently felt. At the 

backdrop of all these, the first Narasimham Committee on 

Financial Sector Reforms put forward its recommendations. 

These recommendations have given public sector banks a 

new lease of life. 

II. LITERATURE REVIEW 

Moreover, in view of increased competition, the structure of 

Indian banking system is expected to undergo a 

transformation and the main drivers of which will be 

consolidation, convergence, and technology (Kamath, Kohli, 

Shenoy, Kumar, Nayak & Kuppuswamy, 2003). The changes 

in structure would also have its impact on the banking 

strategy and the focus of the banks would be to reduce 

overcapacity in the Indian banking system through 

consolidation. Apart from consolidation in the banking 

sector, banks are expected to grow out of their narrow  focus  

on  banking  services  to  become  financial  service  providers  

– offering  a  variety  of  services  under  ‘one-roof’.     Thus, 

the one-stop-shop approach would enable them to provide, 

besides banking services, a host of other financial products, 

both to the retail as well as corporate customers. 

III. INDIAN BANKING – THE FUTURE AHEAD 

India is well positioned to become the fourth-largest economy 

in the world by 2025 with a GDP growth rate of 7 - 8 % a 

year. This robust economic growth would be possible if the 

banking sector is able to adequately and efficiently meet the 

needs of a growing economy. In fact, the banking sector – the 

dominating segment of any Financial System – affects the 

economic performance of a country and there exist a causal 

link between the banking sector and the real sector (Yuncu, 

Akdeniz & Aydogan, 2008). The causal link is, however, 

quite significant. Thus, the Indian banking system too, has 

been acting as an important agent of economic growth and 

intermingles with different segment of the financial sector. 

IV. THE EMERGING CHALLENGES BEFORE INDIAN BANKS & 

THE FOCUS AREAS 

Indian banks need to be proactive in meeting these emerging 

challenges. Moreover, competition has resulted in extending 

the frontiers of banking activities, which calls for 

understanding and upgradation of skills in various areas and 

more importantly in the area of risk management. Therefore, 

the following are the areas on which banks need to focus for 

their sustenance. 

A. Product Innovation 

As the Indian banks moved gradually towards universal 

banking and as they positioned themselves as financial 

service providers, the Indian banking market is seeing 

discontinuous growth driven by new products and services 

that include opportunities in credit cards, consumer finance 

and wealth management on the retail side, and in fee-based 

income and investment banking on the wholesale banking 

side (Balasubramanian, Kamal, Puri & Sengupta, 2005). And 

as customers are now insisting on products which suit their 

individual requirements, banks are  forced  to  opt  for  product  

innovation  in  order  to  hang  on  to  their precious customers. 

Moreover, given the demographic shifts resulting from 

changes in age profile and household income, Indian 

consumers will increasingly demand enhanced institutional 

capabilities and service level from banks. Thus, the challenge 

for Indian banks is on how to assess the needs of their 

clientele and offer customised products to meet their 

satisfaction. 

B. Application of Information Technology in Service 

Delivery Process 

Anywhere Banking, Smart cards, Internet Banking etc., have 

given the customer to choose his channel of getting catered to 

his requirements. Apart from customers’ privilege, studies 

show that the profitability of banks increases when services 

are provided through e- channels like ATMs (Kondo, 2010). 
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However, the implementation and functioning  of  e-channels  

or  ITeS  in  the  banking  sector  seem  to  be relatively smooth 

in the developed economies (Guraau, 2002) but in developing 

or transition economies, it may not be so. 

C. Risk Management 

In emerging markets, risk management, has become a greater 

concern with the modernisation of banking sector and 

financial markets. Thus, Risk management has become an 

important area of focus of bank management. Under BASEL 

I, banks were focused on credit risk and market risk and their 

risk management strategies were focused on managing these 

risks individually in isolation. However, BASEL II has 

brought into focus a large number of risks which banks need 

to tackle. In fact, BASEL II has highlighted the inter-linkages 

of a large number of risks like credit risk, liquidity risk, 

market risk, operational risk etc., with a view to achieve a 

more comprehensive risk management framework. 

Therefore, implementation of BASEL II is being increasingly 

seen as a medium through which banks constantly endeavour 

to upgrade the risk management systems to address the 

changing environment. 

D. Development   of   Knowledge   &   Skills   of   its   Human 

Resources 

For any service organisation, Human Resource Development 

is the most important need and banks are no exceptions. In  

matters  of  recruitment,  it  has  been  seen  that initially the 

public sector banks were able to attract the educated 

manpower but  not  the  specialists.  Thus, the focus must shift 

from generalist orientation of the staff to specialist orientation 

i.e., recruiting those who have the ability to imbibe and 

absorb technology (Velayudham, 2002). In the light of this 

requirements there need to be thorough improvements in the 

existing practices of recruitment, training and redeployment. 

E. Enhancing Corporate Governance 

The good Corporate Governance of banks requires regulation 

to balance the interests of depositors and taxpayers with those 

of the shareholders. Moreover, banks are important 

participants in the payment and settlement system and as such 

corporate governance is highly relevant for them. Corporate 

governance has become more relevant for banks since they 

not only accept and deploy large amount of uncollateralized 

public funds in fiduciary capacity but also leverage such 

funds through credit creation. 

F. Customer Relationship Management 

Customer Relationship Marketing (CRM) is the latest 

buzzword and banks are using this tool to acquire new 

customers, to retain the old customers and to service the 

existing and new customers. Customer loyalty seems to be a 

thing of the past and banks as well as other organisations are 

offering many incentives to enhance customer loyalty. There 

are two important aspects of CRM – one, that CRM does not 

view customers in totality and two, the devising of banking 

products (Velayudham, 2002). Regarding the first, 

customers’ needs and demands, and business styles vary and 

therefore, it is necessary to consider segments of customers 

and build customer profiles to evolve strategies. 

G. Increasing Profit & Customer Orientation 

In a competitive environment, banks are required to work on 

thin margins and the focus should be on cost minimisation.  

Introduction of ITeS services like EFT, NEFT, and RTGS etc.  

Have reduced administrative costs, increased efficiency, and 

simplified book-keeping, and enhanced security for customer 

payments. Significantly, banks can make use of the ITeS 

infrastructure for introducing new payment/ cash 

management products. The focus should be to increase the 

avenues for income by providing various innovative and 

customised products. 

H. Asset Liability Management 

All commercial banks should give utmost importance to 

Asset Liability Management from the view point of liquidity 

as well as interest rate sensitivity.  In fact, an effective Asset 

Liability Management technique aims to manage the volume, 

mix, maturity, rate sensitivity, quality and liquidity of assets 

and liabilities as a whole so as to attain a predetermined 

acceptable risk/ reward ratio (Kumar et al., 2005). Thus, the 

purpose of ALM is to enhance the asset quality; quantify risks 

associated with the assets and liabilities and further manage 

them. Asset Liability Management is deemed necessary 

because asset-liability mismatches expose the banks to  

various  types  of  risks  i.e.,  risks  of  illiquidity  and  

insolvency;  risks arising from globalisation and deregulation. 

I. Brand Building & Management 

As banks offer a variety of services under an umbrella brand, 

building a brand and managing it has become a challenge. 

Banks should focus on building a powerful brand that has 

high brand equity. This is because a brand with high brand 

equity implies that they have higher brand loyalty, name   

awareness,   perceived   quality   and   strong   brand   

associations. Therefore, huge investment of resources – both 

monetary and time – is required to build a brand and for its 

management. 

J. Transparency 

The Reserve Bank of India has made it mandatory for all 

commercial banks to disclose additional information on 

maturity pattern of loans and advances, investment securities, 

deposits and borrowings, foreign currency, assets and 

liabilities, movements in NPAs and lending to sensitive 

sectors in the balance sheet. Moreover, our country has also 

made considerable progress  in  harmonising  domestic  

accounting  standards  and  the  legal system  with  

international  standards,  enhancing  financial  sector 

transparency by complying with the special data 

dissemination standards and subjecting the financial system 

to external assessment under the Fund- Bank Financial Sector 

Assessment Program (Neumann & Turner, 2005). 

V. CONCLUSION 

Thus, banking in the days to come will be a challenging one, 

which will be marked by high expectations of customers, who 

are well informed and possess the technical knowledge to 

conduct banking transaction from home or office or while on 

move. Although IT plays an important role in banking 

business, yet personalised service will continue to have 
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relevance in Indian banking – where a large proportion of the 

country’s population is still illiterate. 

VI. SUGGESTIONS 

As per the above discussion, we can say that the biggest 

challenge for banking industry is to serve the mass market of 

India. Companies have shifted their focus from product to 

customer. The better we understand our customers, the more 

successful we will be in meeting their needs. In order to 

mitigate above mentioned challenges Indian banks must cut 

their cost of their services. Another aspect to encounter the 

challenges is product differentiation. Apart from traditional 

banking services, Indian banks must adopt some product 

innovation so that they can compete in gamut of competition.  

Technology up gradation is an inevitable aspect to face 

challenges. 
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